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Page Table 1 The methodology I used was to look at the proposed changes to the military retirement system since 1993. There have been plenty of initiatives to change and ultimately reduce the military retirement system. My research focused on savings and investment programs that are of importance to soldiers. There has been talk of implementing some type of plan but that was all it turned out to be -talk.
Most recruits join for reasons other than money or some type of monetary payoff.
Most join for the purpose of education, to learn a job skill, to travel or for patriotic reasons. I determined that most soldiers choose to leave the Army because of low base pay, reduced quality of life and increased amount of family separation. What is interesting to note here is that the category of retirement benefits was growing significantly as a reason for soldiers leaving the military. program would have on the Army human resource system, and who would implement the program. I also will look at the costs of the program and determine if the lack of a savings and investment program affected combat readiness. Finally, I will examine the benefits a 401(k) may provide to the soldier and make a recommendation based on this research. A cost of living adjustment (COLA) is equally applied to the FBPP and HTYP plans.
Background of Current Benefits
The COLA is computed annually from the consumer price index-workers. "The newest retirement plan is known in personnel circles as the "redux" plan," a name derived from the fact it "re-does" the retirement formula. Redux applies to those who entered the military on or after August 1, 1986. Redux reduces the value of retired pay two ways. First, the formula provides only 40 percent of the average of the last three years of basic pay after 20 years of service, adding 2.5 percent for each additional year of service. This formula still allows a maximum of 75 percent of basic pay for 30 years of service. Also decreasing the value is a cap placed on annual cost-of-living adjustments. Under redux, the COLA for retirees will be one percentage point less than inflation, as measured by the Consumer Price Index (CPI).
That limit was not included in the previous retirement plans. The seventeen proposed changes are as follows: 
What Savings and Investment Programs Have Been Attempted Before? "1997 Army Family Advocacy Program (AFAP) voted Military Savings Account a top five issue."
Briefing on Uniformed Services Savings Plan Speculation is that it will allow all wage earners to participate in some type of 401(k)
program with the unmatching feature. The bottom line is the new and expanded IRAs would offer similar benefits at no cost to the Department of Defense.
The U. S. Treasury estimated that the cost to run USTSP over five years is $95 million. 10 The office of economic manpower analysis department expects that 12% of service members will participate with an average contribution rate of 3%. The salaries of junior enlisted families may not allow for a consistent participation in the program. It is important to point out that while only 12 percent is expected to participate, quantity is not the only factor to consider. Quality of the force is also important especially with the implementation of Force XXI. Force XXI must be manned by our country's best and the 401(k) will help attract more affluent junior enlisted personnel. PAYGO requires that all new proposals that reduce revenue or increase expenses be offset from other programs.
In other words there must be a bill payer to compensate for the $95 million estimated cost of the USTSP. This is a tremendous price tag just to run a savings and investment 11 The table indicates that the largest percentage of recruits join the Army for education. Unfortunately, soldiers are choosing to join the Army less and less these days.
The economy is doing very well, in fact, most say that this is the longest peacetime economic expansion ever experienced by this country. In these prosperous times, prospective recruits are finding an abundance of good jobs in this strong economy.
Those that are not choosing to take a job right out of high school are going to college in record numbers. In 1997, 67 percent of high school graduates went to college.
Legislation was passed in 1997 providing Hope Scholarships and Lifetime Learning
Credits. This sweeping new legislation is similar in scope to the G. I. Bill of some fifty years ago in that it provides a large government investment in higher education. The Hope Scholarship is designed to make the first two years of college available to those that qualify. The Lifetime Learning Credits are designed as tax credits for college beyond the first two years. 12 The Army has a lot of work to do if they are to compete in this area. On the officer side of the house there is also a downward trend in accessions and retention. The ROTC is where the military gets the bulk of its officers and production has been slipping. One problem is that the military is expecting too many ROTC commissions from a declining non-scholarship production base. Today, in colleges across the United States, 66 percent of Army ROTC commissions are supplied by scholarship, this is primarily by deliberate design to get a greater return on their investment. 16 The table below indicates the past and estimated future production of officer accessions through ROTC. The last factor I will mention here is the dissatisfaction with the retirement system. A good portion of the force now falls under the redux program. They are making their dissatisfaction known in larger numbers and this is the primary reason why some are choosing to get out of the service. In FY92 the dissatisfaction rate among company grade officers was at 38 percent. In FY 97, over 65 percent of company grade officers were dissatisfied with the retirement benefits. The field grade officers are also dissatisfied with the retirement benefits although most of them fall under the HTYP or the FBPP. However, they too, see steady erosion of benefits. Their dissatisfaction in FY92 was at 38 percent and in FY97 it grew to over 50 percent. 18 The table below indicates the decline in junior officer retention. 19 Other troubling trends indicate that company grade officers will leave the Army in increasing numbers after their obligation is expired. Current attitudinal data shows that junior officers are more likely to leave now than they were earlier in the decade. The data only goes as far back as 1995 but the trend is there. Forty-two percent of the second lieutenants say they will "probably" or "definitely" leave the Army at the end of their obligation. This is up 12 percent since 1995. Thirty-five percent of first lieutenants say they will "probably" or "definitely" leave the Army at the end of their obligation. This is up 6 percent since 1995. Finally, 22 percent of captains say that they will "probably" or "definitely" leave the Army at the end of their obligation. This is up 5 percent since 1995. 22 What is important to point out on this table is that the top four reasons for enlisted soldiers separating from the Army are very telling. Since 1992, sub-standard basic-pay, quality of life and amount of time separated from family have consistently been the major reasons soldiers separate from the Army. What is even more telling is that retirement benefits have been increasing in importance with the enlisted soldiers. Retirement benefits are now number four and will overtake the list in a couple of years at the current rate. I want to point out here that retirement benefits are not the only things that are high on the list of reasons for dissatisfaction. Medical care is also a big concern. Fifty-eight hospitals have closed and 17 others are reduced to clinics. Dental coverage for dependents now requires a premium and TRICARE is not free. 24 I just described three very important concerns of today's Army soldiers. The point of this section was to lay out the dissatisfaction with the current retirement benefits system as identified through enlisted and officer surveys. There is also a proposal by both political parties to create a 401(k)-type program.
Notes
One version would provide for government contributions and the other would not. Your contributions are taken pre-tax, reducing your taxable salary, and both the contributions and earnings can grow tax-deferred until they are withdrawn. Tax-deferred contributions and earnings make up the best one-two punch in investing. Because participant contributions are typically a percentage of an employee's salary, which is more-or-less the same every pay period, you invest the same amount every pay period. This is what has termed dollar-cost averaging, a much-touted tenet of successful investing. To use the dollar-cost averaging strategy, you put the same amount of money into an investment at regular intervals, such as every month. Since, over the long term, the stock market has consistently risen, you are likely to end up buying more shares when prices are low and fewer shares when prices are high. In addition, you do not have to track the market and time your purchases (that is, buy low and sell high).

Summary
Employer contributions, which are optional, typically come in the form of what is called a "company match." These can range from 25% to 100% of your contribution to the plan, up to a certain limit. Most employers (over 80%) offer some type of this company match--both as an incentive for employees to join the plan and as part of the overall benefits package. Many consider these employer contributions the real attraction of the 401(k) account. In a plan where your employer is matching your contribution at 50 cents on the dollar, you've made an instantaneous 50% return.
Depending on your company's 401(k) rules, you may be able to contribute to a 401(k) in any year you earn a salary and are a regular employee. The administrative costs involved in setting up and maintaining a 401(k) plan generally makes it attractive only to companies with more than 25 employees. Contributions to a 401(k) can come from both employees (often called participants) and employers. Participant contributions are called salary reduction contributions, because they are pre-tax deductions taken from each paycheck, which reduces your taxable salary. Some plans do allow after-tax contributions, which are taken from your net pay. The contribution is taken after-tax and is non-deductible, but the earnings grow tax-deferred until retirement, when they are taxed like ordinary income. Each year, the Internal Revenue Service sets a maximum contribution limit for 401(k) accounts. For the 1997 tax year, the employee contribution limit is $9,500. Many plans allow loans to be taken from your 401(k) account. Once you reach a minimum vested balance (determined by the plan), you may be eligible to take a loan from your 401(k) account. Repayment takes place through automatic payroll deduction.
In addition to repayment of loan principal, you also repay a fixed rate of interest to your account. In essence, you are borrowing from and repaying yourself.
Taking a loan from your 401(k) account can have significant consequences for the growth of the account. You miss the earnings growth that would have occurred if the loan amount were still in the plan. Additionally, unlike some loans, the interest payments on 401(k) loans are not tax deductible. Because these plans are meant for retirement savings, there are usually restrictions, including those on loan frequency and loan amount. Check with your plan sponsor for more details.
Withdrawals from 401(k) plans are often referred to as distributions. Assets in your 401(k) account can be withdrawn without penalty after age 59½. You must begin to withdraw money from your account no later than April 1 of the year following the year in which you turn age 70½. Distributions must be taken annually.
However, 401(k) plans do not actively promote the ability to withdraw money from your 401(k) account before age 59½. In fact, some plans require you to take a loan from the plan before you can take a withdrawal. Most plans offer the ability to withdraw from your 401(k), which, under IRS regulations, must be for an "immediate and heavy financial need."
If you leave your current employer, you do not have to leave your 401(k) behind.
You can roll over your account directly into another qualified retirement plan, such as your new employer's 401(k) plan or an IRA, called a Rollover IRA.
